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VALUATION ALERT

HKEX Disclosure on Business Valuation in Transactions

In June 2023, the Hong Kong Stock Exchange (“HKEX") released its 8 Listed Issuer Regulation Newsletter,
covering reminders on audits, financial reporting, new share scheme rules, and business valuation
disclosures. Relevant rules and instructions from the HKEX regarding Business Valuation in Transactions
were cautioned.

Pursuant to Main Board Rule 14.58(5) / GEM Rule 19.58(6) (“Rules”) and FAQ Series 7 No. 21 of HKEX (“FAQ"),
the Rules require issuers to disclose the basis for the consideration and the terms of the transaction. While
the Rules do not generally require an independent business valuation to support the consideration agreed
by the issuer, where the valuation of a target company is a primary factor in forming the basis for the
consideration or other material terms of a notifiable transaction, the FAQ stipulates disclosure of the
valuation would need to be made in the relevant announcement and circular as illustrated below.

General Principles for Disclosure of Valuation
To ensure adequate disclosure of valuation, the following general principles should be followed:

A. Selection of Valuation Methods

Issuers should describe the selected valuation models and explain why they are selected, in particular why the
methods were appropriate for the transactions or the target companies. Where more than one valuation
method is used, issuers should disclose the process in analysing the values derived from different valuation
methods and how they contributed to the appraised value.

B. Valuation Assumptions and Inputs

Issuers should explain, with detail and in specific terms, their assumptions and adopted valuation inputs.
Where the valuation assumptions and/or inputs are significantly different from the historical information of
target company/industry or the parameters of comparable companies, issuers should further substantiate
the fairness and reasonableness for using the assumptions and/or inputs.

Concept Map and Critical Summary

The valuation of a target company is a

primary factor in forming the basis for the If No Disclose the basis for the consideration and the
consideration or other material terms of a terms of the transaction pursuant to the Rules.
notifiable transaction.

General Principles for Disclosure of Valuation pursuant to the FAQ applies:
Describe the selected valuation models and explain why they are selected, in particular why the methods
were appropriate for the transactions or the target companies;
Disclose the process in analysing the values derived from different valuation methods and how they
contributed to the appraised value, where more than one valuation method is used;
Explain, with detail and in specific terms, their assumptions and adopted valuation inputs; and
Further substantiate the fairness and reasonableness for using the assumptions and/or inputs, where
the valuation assumptions and/or inputs are significantly different from the historical information of
target company/industry or the parameters of comparable companies.




Moore Transaction Services

Why work with us?

We are a global accounting and advisory network, with offices and member firms across the globe. Backed by
our international network, we provide clients with all solutions and expertise they require, wherever they wish
to do business in.

Our team is composed of professionals with practical and solid knowledge and experience. They are charter
holders or members of professional bodies such as CFA, CAIA, CESGA, RICS and HKICPA.

Our clients range from quoted companies and large private concerns to smaller owner-managed businesses,
covering a wide variety of industry sectors. Through our extensive sector knowledge, we provide
comprehensive advice to suit each client’'s goals.
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For more information, please go to:

www.moore.hk/services/advisory/transaction-valuation
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